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Published  by  Direction  of  the 
“SOCIETY  OF  OLD  BROOKLYNITES” 


THE  CURRENCY  PROBLEM  SOLVED. 


An  Address  Before  the  “Society  of  Old  Brooklynites,” 
BY  Associate  Member  Theodore  Cocheu, 
Brooklyn,  N.  Y.,  March  2,  1911. 

Tariff  reform,  the  upbuilding  of  our  Merchant 
Marine,  reform  of  the  Civil  Service,  etc.,  etc.,  are 
all  matters  important  to  the  people,  but  unde’'- 
lying,  embracing,  overtopping  and  overshadow- 
ing them  all  is  the  question  of  Finance;  in  its 
elementary  principles,  it  is  active  and  vital  in  the 
affairs  of  Home,  Church,  Business  and  State. 

The  exploiting  of  the  Science  of  Finance  by 
financiers  is  so  intricate  and  limitless  in  character 
as  to  be  beyond  the  comprehension  of  ordinary 
mortals,  but,  like  mathematic's,  the  science  of 
finance  is  based  upon  common  sense  principles, 
really  simple,  and  therefore  should  be  easily  un- 
derstood. 

The  subject  of  Finance  is  invariably  presented 
to  the  people  wrong  end  first  in  the  form  of  lec- 
tures and  papers  by  men  expert  in  money  manipu- 
lation ; or  voluminous  complex  essays  on  banking, 
etc.,  until  the  ordinary  man,  confused  and  dazed, 
becomes  tired;  he  therefore  turns  away  as  soon  as 
the  word  Finance  is  uttered  in  his  presence,  and 
what  virtually  amounts  to  clouds  of  superstition, 
myths  and  fairy  tales  must  be  removed  from  his 
mind  before  he  can  see  that  money,  its  creation 
and  primary  issue  is  really  less  complex  than  the 
multiplication  table. 

Representatives  of  the  Chamber  of  Commerce, 
Produce  Exchange,  Merchants’  Association,  etc., 
etc.,  of  the  City  of  New  York  and  other  cities  of 


the  Union,  Bankers’  Associations,  and  finally  the 
“Monetary  Commission”  have  recently 

“declared  unequivocally  in  favor  of  the  estab- 
lishment for  the  United  States  of  a central 
banking  organization  having  its  administra- 
tion divided  between  the  Government,  the 
member  banks  and  the  commercial  classes.” 
The  whole  country  is  being  mapped  out  with 
a view  to  sending  missionaries  through  the  land 
to  “educate”  ( ?)  the  people  to  the  central  bank 
idea ; and  that  issue  is  now  fairly  before  us. 

To  question  any  conclusion  of  such  an  army 
of  financial  giants  may  seem  to  indicate  a lack 
of  discretion  on  my  part  rather  than  an  excess  of 
valor,  but,  encouraged  by  the  presence  of  this 
“Society  of  Old  Brooklynites,”  a society  the  peer 
of  any  of  those  referred  to,  I shall  sling  one  pebble 
with  such  force  as  I may,  hoping  at  least  to  make 
a little  dent  in  the  armor  of  this  great  Monetary 
Goliath. 

Article  scz'cn  of  the  bankers’  plans  reads  as  fol- 
lows : — 

“It  (the  central  bank)  shall  receive  and  dis- 
burse all  moneys  of  the  United  States  Gov- 
ernment.” 

Article  ten: 

“The  central  organization  is  ultimately  to  be- 
come the  sole  note  issuing  power.” 

To  these  propositions,  I certainly  object. 

Why  exclusively  governmental  functions  and 
powers  should  be  transferred  to  banks  or  other 
corporations  is  a question  which  must  be  very 
satisfactorilv  answered  before  the  recommenda- 
tion  of  even  such  influential  and  respected  bodies 
as  named  should  be  considered. 

As  to  the  “receipt  and  disbursement  of  ?li 
moneys  of  the  United  States  Government,”  there 
is  not  now,  and  never  has  Ireen  any  general  com- 
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plaint  of  present  methods  or  popular  demand  for 
change,  and  the  subject  is  altogether  too  impor- 
tant to  be  lightly  entered  upon. 

It  is  said  by  banking  interests  that  the  collec- 
tion and  retention  of  money  by  the  Government 
often  takes  out  of  circulation  vast  sums  needed 
in  general  business,  but  this  is  shown  to  be  a mis- 
take by  the  events  of  1907. 

It  is  a well-known  practice  of  the  Government 
to  deposit  surplus  moneys  in  the  national  banks 
without  interest;  such  deposits  at  the  end  of  1907 
exceeded  two  hundred  and  fifty-nine  million 
dollars,  while  the  Treasury  retained  scarcely 
sufficient  for  its  daily  needs,  and  no  device  can 
be  adopted  to  take  more  of  the  circulating  money 
out  of  the  Treasury  than  was  taken  at  that  time. 

During  the  forty  years  last  past,  there  have 
been  many  changes  both  of  administrations  and 
of  parties,  but  hostile  as  well  as  friendly  examina- 
tion of  the  books  have  revealed  no  abuses  calling 
for  change  of  methods,  especially  any  so  radical 
as  that  proposed  by  the  bankers ; on  the  contrary, 
judged  by  the  records  of  banks  with  their  long 
list  of  failures,  irregular  management,  etc.,  etc., 
and  their  general  suspension  of  cash  payments 
and  issue  of  an  illegal  circulating  medium  during 
1907,  makes  it  improbable  that  Government 
moneys  would  be  safer  in  bankers’  hands  or  bet- 
ter administered  than  they  are  now. 

They  complain  (and  I admit)  that 

“The  banking  system  of  the  United  States 
has  proved  disastronsly  defective." 

If  we  look  at  the  list  of  committees  on  bank- 
ing, etc.,  in  any  of  our  State  Legislatures  or  of 
the  Congress  of  the  United  States,  we  may  see 
that  those  committees  are  made  up  of  bankers 
almost  exclusively,  so  that  financial  laws  are  the 
product  of  bankers  themselves,  and  the  fact  that 


5 


those  now  in  force  are  ‘’disastroiisly  dcfeciive" 
is  no  inducement  to  legislate  all  government 
finances  into  their  hands. 


The  proposition  that  the  central  bank  shall 
have  sole  note  issuing  power  must  be  more  fully 
dealt  with.  Primarily,  money  represents  the 
product  of  service  performed. 

Shells,  sheep,  oxen,  iron,  copper,  silver  and 
gold  have  been  used  as  legal  tender  money ; each 
has  partaken  of  the  nature  of  barter  and  become 
inadequate,  generally  defective  and  obsolete  as 
the  volume  of  demand  came  to  exceed  the  supply 
of  the  commodity. 

It  is  said  that  “necessity  is  the  mother  of  in- 
vention,” and  this  is  particularly  true  in  regard 
to  a circulating  medium. 

Modern  business  transactions  are  on  such  a 
vast  scale  that  no  single  commodity,  even  if  it 
were  of  stable  value,  is  sufficient  as  a medium  of 
general  exchange,  and  necessity  has  evolved  a 
system  of  deferred  payments. 

The  Congress,  press  and  people  are  earnestly 
discussing  the  great  problem  of  “Currency  Re- 
form.” 

A problem  solved  is  no  longer  a problem,  and 
continued  effort  to  solve  it  only  tends  to  confuse. 

Financial  necessities  have  already  solved  the 
currency  problem.  For  example,  the  total  circu- 
lating medium  of  the  United  States  is  about  three 
and  one-half  billion  dollars;  four-fifths  of  this 
amount  is  issued  by  the  Government  direct  to 
the  people,  and  the  other  one-fifth  is  issued 
through  the  national  banks. 

Xecessities  and  practice  of  more  than  forty 
years  have  shown  the  one-fifth,  or  national  bank 
money,  to  be  a constant  disturber  of  values,  and 
expensive  almost  beyond  belief,  while  the  other 
four-fi fills  have  proven  to  be  almost  ideal,  and 
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it  would  seem  to  be  good  judgment  to  eliminate 
from  the  system  the  one-fifth  which  has  proven 
to  be  so  bad. 

In  discussing  this  subject,  I hope  to  array 
many  accepted  facts  in  such  order  that  others 
may  see  as  clearly  as  I do,  the  magnitude  of  the 
wrong  and  injury  of  our  monetar}'  system  as  now 
controlled,  and  its  simplicity  and  beneficence  as  it 
may  and  should  be. 

Money  fills  two  different,  separate  and  distinct 
offices.  One  of  those  offices  is  as  a “measure  of 
value”  (so  called)  which  is  purely  intellectual.  The 
other  office  is  that  of  a “medium  of  exchange,” 
which  is  of  necessity  physical  in  character. 

Gravitation,  distance  and  value  are  all  intellectual 
expressions,  having  no  tangible  or  visible  existence, 
but  each  has  its  measure. 

The  measure  of  gravitation  is  zeeight. 

The  measure  of  distance  is  length. 

The  measure  of  value  is  money. 

The  unit  of  weight  is  the  pound. 

The  ^init  of  length  is  the  foot. 

The  unit  of  money  is  the  dollar. 

All  measures  and  their  units  are  arbitrarily  es- 
tablished and  intellectual  in  character,  but,  to  be 
of  practical  use,  they  must  have  physical  ex- 
pression. 

Physical  expression  is  given  to  the  pound 
through  the  medium  of  a piece  of  metal  or  other 
device  capable  of  overbalancing  a certain  pre- 
scribed amount  of  gravitation. 

The  foot  or  yard  is  given  visible  expression 
by  two  points  at  a certain  prescribed  distance 
from  each  other ; these  points  may  be  indicated 
on  a piece  of  wood,  iron  or  other  material,  if 
that  material  will  not  stretch  or  shrink,  in  which 
event  the  points  would  no  longer  represent  a true 
foot  or  vard. 
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The  established  measures  for  determining 
quantities  and  values  are  simple  and  easy  to  be 
used  by  plain  people,  and  the  process  of  exchange 
would  be  just  as  simple  as  that  of  measurement 
except  for  unnecessary  complications. 

In  the  purchase  of  flour,  sugar  or  cloth,  the 
quantify  of  flour  is  ascertained  by  comparing  it  with 
the  scale  provided  for  weighing,  and  the  cloth  by 
the  application  of  the  yard  stick,  and  their  7’alue  is 
easilv  computed  in  the  dollars  which  have  been  pro- 
vided for  that  purpose. 

Thus  far,  the  transactions  have  been  of  measure- 
ment only;  now  the  question  arises  as  to  the  ex- 
change or  delivery  of  the  property  or  goods. 

The  old  method  of  bartering  service  and  goods 
has  been  displaced  by  an  improved  one  which  we 
^ called  the  “credit  system;’  and  instead  of  tendering 
other  service  or  goods  for  those  received,  we  offer 
what  we  call  currency  or  circulating  medium  rep- 
resenting those  goods  in  equal  values,  then,  as  be- 
tween the  seller  and  purchaser,  the  obligation  is  fully 
and  finally  redeemed. 

In  the  beginning  of  our  nation’s  history  it  was 
necessary  for  the  orderly  conduct  of  business  to 
have  an  American  unit  of  measure  bv  which  the 
value  of  service  or  goods  might  be  computed,  there- 
fore. it  was  written  in  the  Constitution  of  the  United 
States  that 

“Congress  shall  have  power  to  coin  (i.  e.,  fabri- 
cate) money,  regulate  the  value  thereof,”  etc., 
and  by  virtue  of  that  authority  Congress,  by  an 
act  approved  April  2,  1792,  declared  that 

“The  term  dollar  shall  express  the  unit  of 
measure  of  value.” 

The  fathers  evidently  realized  the  vital  import- 
ance of  this  unit  remaining  unchanged,  “yesterday, 
today  and  forever,”  and  declared  further, 

“Each  of  these  units  shall  be  of  the  value  of  a 

8 


I 


Spanish  imlled  dollar,  as  the  same  is  now 

CURRENT.” 

To  give  tangible  expression  to  the  unit  thus  es- 
tablished, it  was  ordained  that  a silver  dollar  should 
be  coined,  and  that  it  should  contain  371%  grains 
of  silver,  approximately  one  ounce. 

The  Government  did  not  possess  any  silver,  and 
to  induce  those  who  did  own  it  to  use  it  for  purposes 
of  a circulating  medium,  the  Government  agreed  to 
coin  it  into  dollars  and  return  it  to  the  owners  free 
of  cost ; the  legal  value  of  each  of  these  dollars  was 
stamped  thereon  and  guaranteed  by  the  Govern- 
ment. 

Upon  the  same  terms  gold  was  coined  into  pieces 
called  “Eagles,”  each  piece  of  the  value  of  ten  Span- 
ish milled  dollars  as  the  same  was  then  current 
(April  2,  1792)  ; these  pieces  each  contained  232)4 
erains  of  gold — about  sixteen  times  the  then  value 
of  silver,  weight  for  weight,  which  fact  gave  rise  to 
the  expression  “sixteen  to  one.” 

The  silver  dollars  thus  created  might  be  divided 
into  “quarters,”  “dimes,”  etc.  (fractional  currency), 
but  pieces  above  one  dollar  in  value  were  to  be  of 
gold  upon  the  terms  already^  stated.  All  of  this 
coin  was  to  be  stamped  and  guaranteed  by  the  Gov- 
ernment; the  acceptance  of  this  guarantee  by  the 
owners  of  the  metal  was  virtually  an  agreement  to 
consecrate  it  to  public  use  as  a circulating  medium 
at  the  value  guaranteed  by  the  stamp,  further  on  in 
this  story  we  shall  see  how  the  agreement  was  kept, 
or  rather  violated  and  modified  until  it  has  come 
about  that  the  Government  guarantees  the  use  of  its 
credit  to  bank  corporations,  virtually  without  receiv- 
ing anything  in  return,  but  on  the  contrary,  actually 
and  inexcusably  pays  enormous  sums  to  those  cor- 
porations, 

Bv  reason  of  the  Government  guarantee,  an 
ounce  of  silver  was  not  for  manv  vears  thereafter 
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sold  for  less  than  one  dollar,  because  its  owner 
could  have  it  coined  into  a dollar  legal  tender  free 
of  expense. 

About  the  year  1840,  the  supply  of  silver  being 
unequal  to  the  demand  for  it,  the  commercial  value 
of  silver  contained  in  a dollar  coin  rose  above  one 
dollar,  and  the  silver  coin  in  circulation  was  melted 
and  sold  for  bullion,  and  the  owners  of  silver  would 
not  offer  it  at  the  mint,  so  that  of  necessity  its 
coining  ceased.  Many  years  later  (1873)  the  Con- 
gress formallv  directed  that  no  more  silver  dollars 
be  coined. 

Government  ‘'fiat”  being  taken  from  silver,  its 
market  price  fell  to  less  than  half  a dollar  an  ounce, 
and  now  the  price  of  silver  in  the  United  States, 
like  other  property,  depends  upon  the  “law  of  sup- 
ply and  (legitimate)  demand.” 

The  cessation  of  its  coinage  gave  great  dissatis- 
faction to  the  producers  and  owners  of  silver,  who 
clamored  for  its  continuance  along  with  gold  in 
the  ratio  of  “sixteen  to  one”;  of  course,  the  injus- 
tice of  a Government  guarantee  of  one  dollar  on  a 
piece  of  property  which  could  be  purchased  for 
forty  cents  in  open  market,  was  so  apparent  that 
the  scheme  had  to  be  abandoned. 

During  the  progress  of  the  controversy  to  relieve 
the  silver  producers  of  their  constantly  increasing 
surplus,  the  Government  purchased  great  quantities 
at  the  prevailing  market  prices,  and  since  that  time 
it  is  only  coined  by  the  Government  from  its  own 
stock.  Now,  when  the  legend  “One  Dollar”  is 
stamped  on  silver  and  issued  to  anyone,  it  is  simply 
a token  that  the  recipient  of  it  has  rendered  value 
to  the  Government  in  that  amount  and  that  it  will  be 
redeemed,  not  by  giving  another  forty  cents’  worth 
of  silver,  but  by  one  hundred  cents’  worth  of  service. 

The  history  of  silver  coinage  is  an  object  lesson 
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of  the  injustice  and  folly  of  placing  a Government 
guarantee  on  privately  owned  merchandise. 

Though  money  in  the  abstract  is  a purely  intel- 
lectual expression,  the  popular  conception  of  it  is- 
as  seen  in  the  circulating  note  and  metal  coin. 

The  paper  dollar  is,  in  effect,  a notice  that  the 
maker  of  it  has  benefited  by  the  receipt  either  of 
service  or  goods  to  the  amount  stated  thereon  and 
guarantees  that  indebtedness  for  a like  amount  of 

o 

service  or  goods  will  be  cancelled  thereby  to  the 
holder  upon  surrender  of  the  note ; thus  the  note 
trulv  represents  the  service  or  goods  which  are  to 
be  given  in  exchange  for  those  which  have  been  re- 
ceived for  it. 

The  metal  coin  is  quite  different — it  purports,  by 
reason  of  the  metal  contained  in  it,  to  be  the  dual 
redemption  of  an  obligation  incurred,  whereas,  the 
prime  object  of  all  human  effort  is  to  secure  food, 
clothing  and  shelter,  and  it  is  only  the  receipt  of 
these  things,  in  equal  value  which  can  finally  redeem 
any  obligation. 

If  it  were  true  that  the  metal  coin  carried  intrin- 
sic value,  then  it  would  need  only  to  have  the  quan- 
titv  or  weight  stamped  thereon,  but,  as  a matter 
of  fact,  in  such  case,  the  value  of  the  coin  would  be 
subject  to  constant  fluctuation  corresponding  with 
the  market  value  of  the  bullion  metal,  therefore  a 
“dat”  value  is  a guarantee  Stamped  thereon. 

It  is  this  guarantee  only  which  makes  it  current, 
for  the  real  value  of  any  form  of  circulating  me- 
dium depends  upon  the  reliability  and  stability  of 
the  guarantor. 

During  the  early  part  of  the  nineteenth  century 
increasing  business  of  the  country  required  the  use 
of  a circulating  medium  in  amounts  far  exceeding 
the  supply  of  guaranteed  gold  and  silver  coins,  and 
banks,  under  authoritv  of  the  various  States,  under- 
took  (for  profit)  to  meet  this  need  by  the  issue  of 
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their  own  notes  in  the  form  of  what  are  known  as 
bank  bills. 


These  notes  did  not  purport  to  be  issued  in  ex- 
change for  value  received,  but  promised  to  “pay  oii 
demand”  one  dollar,  etc.  They  were  merely  the 
banks’  credit  put  in  such  shape  as  to  make  it  avail- 
able for  circulation. 

Though  business  necessity  required  the  use  of 
millions  of  dollars,  the  circulation  of  the  State 
bank  notes  was  generally  confined  to  the  neigh- 
borhood of  the  issuing  bank,  the  holders  being 
obliged  to  submit  to  a discount  of  from  a quarter 
of  one  per  cent,  to  five  per  cent,  and  upward,  de- 
pending upon  the  distance  from  the  bank  and  its 
standing  in  the  financial  world. 

Thus  the  monetary  system  of  the  United  States 
was  one  of  the  coinage  of  metal  by  the  Govern- 
ment and  the  issue  of  notes  by  the  various  State 
banks,  and  panics  and  business  failures  were 
looked  for  every  ten  years. 

In  1861,  the  Government  was  in  need  of  a large 
volume  of  supplies  to  maintain  an  army  and  navy 
for  the  suppression  of  the  rebellion,  and  used  its 
own  credit  by  issuing  notes  in  the  general  form 
of  bank  bills ; but  there  was  a vital  difference  in 
that  the  Government  issues  stated  that  “for  value 
received”  it  would  pay  to  bearer  on  demand,  one 
dollar,  etc.,  etc. 

These  bills  were  paid  out  by  the  Government 
in  exchange  for  service  or  goods  received,  and 
the  obligation  thus  incurred  was  fully  redeemed 
when  they  were  accepted  in  payment  for  taxes 
due  to  the  Government. 

Of  this  form  of  money,  the  Hon.  J.  G.  Carlisle, 
Secretary  of  the  Treasury,  in  an  official  circular 
dated  July  1,  1896,  page  9,  says: — 

“The  first  paper  money  issued  by  the  United 
States  Government  was  authorized  by  the 
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acts  of  July  17  and  August  5,  1861.  The 
notes  issued  were  called  “demand  notes,’'  be- 
cause they  were  payable  on  demand.  . . . 

The  demand  notes  w^ere  paid  in  gold  when 
presented  for  redemption,  and  they  were  re- 
ceived for  all  public  dues  (including  customs), 
and  these  two  qualities  prevented  their  depre- 
ciation.” 

These  notes  remained  at  par  wdth  gold  at  times 
when  all  other  forms  of  currency  suffered  deprecia- 
tion— the  so-called  “greenback”  falling  to  forty-nine 
ceilts  on  the  dollar.  (Page  52  of  report.)  The 
reason  for  this  difference  being  that  the  “demand 
notes”  had  an  unqualified  guarantee,  being  receiv- 
able for  ALL  public  dues,  wdiile  other  forms  of  pa- 
per money  were  receivable  for  public  dues  EX- 
CEPT for  import  dues,  etc.,  again  proving  in  prac- 
tice that  the  true  value  of  a circulating  medium, 
paper  or  metal,  is  in  THE  QUALITY  OF  THE 
GUARANTEE. 

In  the  year  1864  issues  of  paper  money  by  the 
Government  direct  to  the  people  were  discontinued. 
United  States  bonds,  principal  and  interest  pavable 
in  gold,  w^ere  bought  by  the  banks  and  deposited 
with  the  Comptroller  of  Currency,  who  issued  to 
them  ninety  per  cent,  of  their  par  value  in  new’  cur- 
rency bearing  the  names  of  the  respective  banks  to 
whom  it  was  issued.  The  national  banks,  upon  re- 
ceiving the  new  currency,  loaned  it  to  the  people  at 
high  rates  of  interest;  thus,  while  both  bonds  and 
bills  w’ere  based  upon  and  represented  the  credit  of 
the  Government,  by  this  plan  the  people  w^ere  made 
to  pay  double  interest  to  the  banks,  besides  giving 
to  them  control  of  the  currency  supply. 

Of  this  national  bank  money  Senator  Aldrich,  the 
recognized  leader  of  the  United  States  Senate,  when 
addressing  that  body  February  11,  1908,  said: — 
“The  value  of  the  national  bank  notes  has  al- 
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ways  been  fixed  in  the  minds  of  the  people  by 
the  certainty  of  Government  redemption.  Xo 
one  ever  stops  to  inquire  whether  a national 
bank  is  located  in  Maine  or  Texas ; or  whether 
its  financial  condition  is  such  as  to  give  credit 
to  its  notes.” 

Of  the  national  bank  system  Hon.  James  G. 
Blaine  said  (1880)  : — 

“If  it  were  possible  to  inaugurate  a greater  sys- 
tem of  robbery  of  the  people’s  money  (than 
the  State  banks)  that  system  has  been  inaugu- 
rated in  the  present  system  of  national  banks. 
The  money  lost  to  the  people  under  the  old  sys- 
tem of  State  banks  is  a mere  bagatelle  when 
compared  to  that  Avhich  has  been  and  will  be 
taken  under  the  present  system  of  national 
banks.” 

In  confirmation  of  the  statements  of  these  emi- 
nent men,  let  us  look  at  some  of  the  events  of  the 
year  1907. 

In  the  summer  of  1907  the  Government  Treasury 
balances  were  sufficiently  large  to  meet  all  current 
expenses,  including  work  on  the  Panama  Canal, 
and  it  had  on  deposit  with  the  national  banks  two 
hundred  million  dollars  cash  upon  which  the  banks 
were  paying  no  interest. 

During  the  panic  the  Government  deposited 
within  sixty  days,  sixty  millions  more  of  the  peo- 
ple’s money  without  affording  relief.  This  vast 
sum  of  Government  monev  which  had  been  de- 
posited  without  interest  for  the  purpose  of  circula- 
tion had  been  loaned  by  the  banks  (presumably  at 
high  rates)  and  still  they  cried  for  more!  To  en- 
able them  to  issue  additional  currency,  the  Govern- 
ment offered  to  sell  Panama  Canal  bonds,  which 
might  be  used  as  a base  for  the  new  currency ; these 
bonds  were  put  out,  not  because  of  any  Government 
need,  but  for  the  express  purpose  of  helping  the 
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banks  to  get  more  money  in  circulation,  and  because 
of  the  scarcity  of  currency  the  banks  were  required 
to  pay  in  cash  only  ten  per  cent,  of  the  purchase 
price  of  the  bonds,  the  ninety  per  cent,  balance  be- 
ing charged  against  them  as  additional  deposits. 
( See  United  States  Treasurer’s  report  for  1908, 
page  21.)  : — 

“In  order  that  the  paym.ent  into  the  Treasury  of 
the  proceeds  of  the  bonds  should  not  offset  the 
issue  of  national  bank  notes  against  the  bonds, 
arrangements  were  made  to  permit  the  deposit 
of  ninety  per  cent,  of  the  proceeds  of  the  sale 
of  the  Panama  Canal  bonds  ...  in  the 
depositary  banks.” 

And  this  is  the  way  it  worked  out.  Upon  pay- 
ment of  ten  per  cent.,  or  two  and  a half  million  dol- 
lars, the  banks  received  twenty-five  millions  of  bonds 
bearing  two  per  cent,  interest,  or  half  a million 
dollars  each  year,  being  equal  to  twenty  per  cent, 
on  their  investment ; besides  this,  upon  deposit  of  the 
purchased  bonds  with  the  Comptroller,  new  cur- 
rency for  twenty-five  million  dollars  was  issued 


lo  mem  ana  tms  money,  was  rented  to  the  people 
easily  at  six  per  cent.,  or  one  ajid  a half  million 
dollars,  from  which  should,  of  course,  be  deducted 
the  national  currency  tax  of  one-half  of  one  per 
eent.,  leaving  one  million  three  hundred  and  seventv- 
five  thousand  dollars,  and  the  interest  on  the  pur- 
chased bonds  being  half  a million  dollars,  gave 
to  them  an  annual  income  of  one  million  eight  hun- 
dred and  seventy-five  thousand  dollars  on  an  invest- 
ment of  two  and  a half  million,  being  equal  to  sev- 
enty-five per  cent. ; and  it  should  be  borne  in  mind 
that  the  banks  had  on  deposit  at  that  time  more 
than  two  hundred  and  fifty  million  dollars  Govern- 
ment money  upon  which  they  were  paying  no  in- 
terest, but  out  of  which  they  could,  and  undoubtedly 
did,  take  the  two  and  a half  millions  which  thev  in- 
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vested  in  the  Canal  bonds,  so  that  in  the  last  analy- 
sis, the  people  were  paying  to  the  banks  seventy- 
five  per  cent,  interest  on  their  oivn  money! 

The  foregoing  is  an  indisputable  statement  of 
facts,  but  the  saddest  fact  is  that  every  step  appears 
to  have  been  within  the  law ! 

While  the  public  was  admiring  the  skill  of  its 
financial  officers  in  selling  bonds  bearing  such  a low 
rate  of  interest  as  two  per  cent.,  the  scheme  as  de- 
tailed was  carried  through.  The  juggler  always 
keeps  his  audience  busy  watching  some  wholly  ir- 
relevant movements  while  he  performs  the  real  trick 
undetected. 

Besides  such  losses  Senator  Aldrich,  in  the  speech 
before  referred  to,  said : — 

“In  the  recent  panic  (1907)  there  was  a general 
suspension  of  cash  payments  by  nationals  banks 
and  the  loss  from  injury  to  business  amounted 
to  thousands  of  millions.” 

And,  in  an  address  to  the  Economic  Association 
at  Atlantic  City  December  30,  1908,  the  eminent 
financier,  Paul  Warburg,  said ; — 

“It  is  our  duty  to  keep  the  memory  of  the 
crisis  of  1907  fresh  in  our  minds.” 

A recent  financial  law  provides  for  a so-called 
emergency  currency,  which  may  be  based  on  bonds 
of  States,  cities  or  railroads  and  even  “comimercial 
paper,”  but  the  Government  is  to  guarantee  it  all. 

To  “cap  the  climax”  it  is  now  proposed  to  estab- 
lish a central  bank  to  control  all  the  financial  affairs 
of  the  Government,  including  the  issue  of  circulat- 
ing notes,  having  the  Government  as  its  responsible 
head  with  bankers  as  the  real  managers. 

I understand  the  primary  function  of  a bank  to 
be  the  “buying  and  selling  of  credits,”  but  if  banks 
are  given  a monopoly  and  exclusive  power  to  de- 
crease or  increase  their  goods  at  will  by  the  simple 
use  of  the  paper  mill  or  printing  press,  then  all  other 
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businesses  which  are  dependent  upon  the  use  of 
these  goods  will  be  at  the  mercy  of  the  banks,  and 
such  power  is  sure  to  prove  disastrous. 

The  manipulation  of  the  circulating  medium  is 
of  itself  sufficient  to  explain  the  phenomena  of  the 
gathering  of  vast  wealth  in  the  hands  of  the  few ; 
high  cost  of  living,  with  grievous  poverty,  unrest 
and  discontent  of  all  who  suffer  from  these  evils, 
and  results  in  verv  serious  demoralization  of  the 
masses. 

In  olden  days  of  barter,  vassalage  and  slavery 
with  shackles  of  iron  were  imposed  upon  nations 
and  peoples  through  force  of  arms.  Now  it  is  done 
more  adroitlv  through  loans  secured  by  written 
bonds  whose  ultimate  result  is  fully  as  irksome  and 
effective  as  those  of  iron.  The  liberties  of  the  peo- 
ple are  not  endangered  so  much  by  the  owners  of 
great  wealth  as  by  those  who  control  the  supply  of 
the  circulating  medium ; the  panic  of  1907  afforded 
numerous  instances  of  this,  but  only  two  will  be 
cited. 

The  Williamsburg  Savings  Bank,  with  assets  of 
more  than  sixty  million  dollars,  was  unable  to  pay 
currencv  on  demand,  although  among  its  assets  were 
State,  city  and  gilt-edged  railroad  bonds,  yes,  even 
millions  of  United  States  bonds,  such  as  currency 
is  freely  issued  to  national  banks  on,  but  the  lave 
would  not  permit  currency  to  issue  to  savings  banks, 
so  this  rich  institution  was  obliged  either  to  sacri- 
fice its  bonds  to  the  national  banks  or  to  suspend 
cash  payments,  and  it  did  the  latter. 

The  City  of  New  York,  with  its  fabulous  wealth, 
was  unable  to  promptly  pay  its  police,  firemen  and 
school  teachers  because  of  lack  of  currency ; how- 
ever, there  were  philanthropic  (?)  bankers  who 
came  to  the  rescue.  They  supplied  the  city  with 
thirtv  to  fiftv  million  dollars  obtained  from  the 
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United  States  Treasury,  and  though  this  currency 
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was  issued  on  the  city’s  credit  represented  by  its 
bonds,  incidentally,  several  million  dollars  profit 
went  to  the  bankers  and  subsequently  appeared  in 
the  city's  “budget.” 

The  wvstcrv  of  onr  monetary  system  is  only  tliat 
caused  by  jugglery  and  chicane.  The  oft-repeated 
expressions  about  “reserves,”  “cities  of  redemp- 
tion,’’ “central  cities  of  redemption,”  etc.,  are  well 
calculated  to  confuse  the  ordinary  inexperienced 
man  until  he  is  lost  in  a wilderness  of  words. 

The  issue  of  a circulating  medium  is  a Govern- 
mental function  pure  and  simple.  Control  by  banks 
is  wrong,  panic  and  confusion  naturally  follow. 

Hon.  Leslie  M.  Shaw,  late  Secretary  of  the  United 
States  Treasury,  in  his  report  dated  December  3. 
1^06,  said : — 

“Financial  panics  in  this  country  have  caused 
more  mental  and  physical  sufifering  than  all 
the  plagues  known  to  man.” 

National  bank  currency  is  issued  by  the  Govern- 
ment through  the  banks ; it  comprises  about  twenty 
per  cent,  of  our  money  circulation,  but  the  amount 
is  sufficiently  large  to  disturb  the  entire  monetary 
system,  besides  being  expensive  as  already  shown. 

Paul  Warburg,  in  the  address  at  Atlantic  City 
before  referred  to,  said : — 

“General  banking  and  the  issue  of  notes  must 
be  kept  separate.” 

I unhesitatingly  accept  this  as  sound  doctrine, 
and  reiterate  that  while  banks  may  be  left  to  care 
for  banking  business,  the  issue  of  circulating  notes 
should  ’be  completely  separated  from  them  and 
vested  where  it  properly  belongs,  solely  in  the  Gov- 
ernment. 

It  is  now  within  the  power  of  this  Government, 
independent  and  separate  from  banks,  to  supply  a 
currency  sufficient  in  quantity  and  elastic  m vol- 
ume, having  a metal  reserve  of  fifty  per  cent. 
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b'or  many  years,  without  much  noise  or  notice, 
gold  and  silver  have  been  deposited  with  the  Gov- 
ernment in  exchange  for  paper  certificates  to  the 
amount  of  many,  hundreds  of  millions  of  dollars, 
without  premiums,  interest  or  any  charge  whatever, 
and  these  certificates  constituting  the  best  circulat- 
ing medium  the  world  has  ever  seen  are  issued  bv 
the  Government  direct  to  the  people  without  the  in- 
tervention of  any  bank  or  complex  system  and  cost 
the  people  absolutely  nothing  for  manipulation. 

As  I said  in  the  beginning,  necessity  has  fully 
solved  the  currency  problem,  and  it  only  remains 
to  legislate  along  the  line  so  clearly  pointed  out  dur- 
ing more  than  forty  years  of  actual  practice. 

The  stability  of  our  currency  is  of  such  para- 
mount importance  that  no  experiments  should  be 
tried  with  it,  and  only  such  changes  made  as  experi- 
ence warrants ; therefore,  I propose  that  the  twenty 
per  cent,  cvhich  now  goes  through  the  national 
banks  at  such  enormous  and  unnecessary  cost  and 
disturbance  be  eliminated  from  our  monetary  sys- 
tem and  added  to  the  eighty  per  cent.,  which  is 
issued  by  the  Government  direct  without  cost  and 
with  such  signal  success. 
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CURRENCY  PLAN. 


The  plan  now  being  urged  for  the  establishment 
of  a central  bank  is  new  in  one  respect,  it  would 
centralize  the  bank  reserves,  thus  forming  a trust 
so  gigantic  compared  with  the  Oil  Trust,  or  the 
Steel  Trust  with  its  seven  hundred  million  dollars 
of  stock  water,  as  to  make  them  look  as  though  be- 
ing viewed  through  an  inverted  telescope. 

As  to  the  issue  of  circulating  currency,  all  of  the 
objectionable  features  of  the  present  system  remain 
except  in  worse  degree ; the  partnership  btween 
the  proposed  central  bank  and  the  Government  be- 
ing such  as  might  exist  between  two  men,  the  one 
man  (the  bank)  having  power  to  draw  checks  on 
the  deposits  of  the  other  man  (the  Government). 

The  making  of  a sound  currency  is  as  simple  as 
the  drawing  of  a check,  which  requires  only  two 
things  to  make  a good  one,  viz.,  paper  to  write  it 
on  and  an  unimpeachable  cash  deposit  in  the  bank 
upon  which  it  is  drawn. 

Law  and  practice  agree  that  a bank  reserve  of 
twenty-five  per  cent,  of  its  deposits  is  sufficient  and 
safe,  and  as  the  United  States  requires  for  its  daily 
business,  more  than  three  billion  dollars  currency, 
the  constant  cash  reserve,  under  the  rule,  should  be 
not  less  than  eight  hundred  million  dollars,,  and 
there  is  no  individual,  bank  or  other  corporation 
that  has,  or  can  control  any  such  sum,  while,  on  the 
contrary,  the  United  States  Government  now  owns 
and  has  in  actual  physical  possession  twice  that 
amount  of  gold  and  silver,  and  the  proposed  plan  of 
currency  issues  by  a central  bank,  simply  means 
that  the  bank  will  draw  on  this  cash  reserve  of  the 
Government. 

It  seems  to  me  that  these  two  things  are  beyond 
dispute. 
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1.  The  banks  have  never  been  and  are  not  now 
able  to  keep  a cash  reserve  of  even  ten  per  cent,  of 
the  amount  of  currency  needed. 

2.  The  Government  has,  and  is  able  to  hold  a con- 
stant reserve  in  gold  and  silver  of  fifty  per  cent,  of 
needed  currency;  therefore,  the  expensive  and  use- 
less middle  man  (the  bank)  should  be  eliminated 
from  any  further  connection  with  the  issue  of  circu- 
lating currency,  and  the  Government  being  the  only 
competent  power  should  be  the  exclusive  source  of 
all  future  issues.  Such  issues,  besides  being  the 
only  secure  ones,  would  make  a direct  and  imme- 
diate saving  of  more  than  twenty  million  dollars 
interest  now  being  paid  every  year  on  bonds  held 
as  security  for  national  bank  bills,  and  also  put  an 
end  to  specluation  in  the  very  life  blood  of  the 
nation  and  consequent  losses  to  the  people  of  “thou- 
sands of  millions  of  dollars.”  (Aldrich.) 

As  no  other  nation  has  an  amount  of  gold  to  com- 
pare with  ours,  it  is  unnecessary  to  go  abroad  for 
an  example  of  a monetary  system,  and  as  my  ad- 
dress to  the  Society  of  Old  Brooklynites  contained 
no  detailed  currency  plan,  I now  propose  a concrete 
and  specific  one  which  may  be  put  into  practice  with- 
out disturbing  legitimate  business,  and  without  ex- 
pense to  the  Government. 

Stated  in  millions,  the  circulation  of  the  United 
States,  June  30,  1911,  was  as  follows: — 


Giold  certificates  

....1,000 

million 

dollars 

Silver  certificates 

....  500 

(( 

(( 

V^arious  U.  S.  notes 

....  400 

U 

iC 

National  bank  notes.... 

. . . . 750 

u 

u 

Loose  gold  

....  650 

u 

u 

Loose  silver  

....  200 

ft 

(( 

Total,  about  

3,500  million 

dollars 

On  the  same  date  the  Government  had  in  its 
vaults : — 
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Gold,  about  

Silver  (at  gold  price) 


1,162  million  dollars 


338  “ 

Total,  about  1,500  million  dollars 


Therefore,  let  Congress  direct  the  preparation  of 
new  legal  tender  notes  redeemable  in  gold  in  the 
amount  of  four  thousand  million  dollars.  Of  this 
sum  set  apart  as  an  emergency  reserve  one  thou- 
sand million,  and  issue  the  balance  three  thousand 
million  dollars,  therewith  retiring  all  national  bank 
notes  with  their  interest-bearing  bonds  and  all  green- 
backs and  other  United  States  notes  and  gold  and 
silver  certificates. 

The  circulation  would  then  be  approximately  as 
follows : — 

New  United  States  legal  tender  notes,  3,000 
million  dollars;  loose  gold  and  silver,  500  milion 
dollars,  making  the  total  circulation,  about  as  now, 
3,500  million  dollars,  and  the  Government  will  hold 
fifty  per  cent  of  gold  and  silver  at  gold  price  as  a 
reserve  against  the  new  notes,  being  a larger  per- 
centage than  that  held  by  any  other  nation  in  the 
world. 

The  receipt  on  deposit,  of  gold  should  continue  as 
now,  and  the  certificates  issued  therefore  would  in- 
crease the  volume  of  circulation  about  equal  to  its 
naturally  increasing  needs. 

To  provide  elasticity  in  seasons  of  unusual  de- 
mand, let  it  be  enacted  that  whenever  an  emergency 
exists  which  requires  it. 

1.  Any  incorporated  bank  or  trust  company  own- 
ing or  controlling  United  States  bonds  or  satisfac- 
tory State  or  city  bonds  may  deposit  them  in  sums 
not  less  than  ten  thousand  dollars  with  the  Comp- 
troller of  the  Currency  and  receive  therefore  eighty 
per  cent,  of  their  face  value  from  the  billion  dollar 
emergency  reserve. 

2.  The  depositors  of  these  bonds  shall  be  en- 
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titled  to  their  return  on  demand  and  upon  payment 
of  the  amount  received  by  them,  plus  a tax  eaual 
to  four  per  cent.,  the  principal  to  be  returned  to  tb? 
reserve  fund  and  the  tax  put  into  the  United  States 
Treasury. 

Provided  further,  that  bonds  not  redeemed,  say, 
within  one  year,  shall  be  sold  and  the  amount  ac- 
cruing from  such  sale  shall  be  returned  to  the  re- 
serve fund. 

Thus  an  ample  emergency  fund  will  be  alwavs 
available  to  savings  banks  and  trust  companies  de- 
positing proper  bonds,  and  every  dollar  of  such 
emergency  currency  will  be  as  secure  as  any  other 
dollar. 

There  is  nothing  experimental  about  this  proposi- 
tion or  new,  except  the  saving  of  unnecessary  in- 
terest payments  and  the  emergency  provision,  and 
the  only  objection  which  can  be  urged  against  it,  is 
similar  to  that  of  the  leper  Naaman’s,  to  Elisha’s 
direction  for  his  healing. 

Unless  the  promoters  of  the  central  bank  scheme 
can  dispute  the  foregoing  figures,  it  is  “up  to  them” 
to  give  a good  reason  why  their  plan  should  be 
adopted  in  preference  to  the  one  now  proposed,  by 
which  the  public  debt  would  be  distributed  with  the 
public,  having  a tangible  and  adequate  reserve 
of  metal,  which  no  financial  power  could  dis- 
turb, thus  establishing  a currency  system  un- 
equalled in  any  country  of  the  world ; a sys- 
tem strictly  American  in  character  and  which, 
while  being  Sound,  Simple,  Elastic  and  Economical, 
would  tend  to  bind  together  the  people  of  this  na- 
tion with  ties  stronger  than  “hooks  of  steel.” 

Theodore  Cocheu. 
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